AMENDED IN ASSEMBLY APRIL 20, 2005

CALIFORNIA LEGISLATURE—2005—06 REGULAR SESSION

ASSEMBLY BILL No. 1111

Introduced by Assembly Member Frommer

February 22, 2005

v

An act to amend Sections 1373.62 and 1399.801 of, and to add Article
3.12 (commencing with Section 1357.40) to Chapter 2.2 of Division 2
of, the Health and Safety Code, and to amend Sections 10127.15 and
10900 of, and to add Section 10901.5 to, the Insurance Code, relating
to health care coverage.

LEGISLATIVE COUNSEL’S DIGEST

AB 1111, as amended, Frommer. Individual health coverage-market
reform—.

Existing law provides for the licensure and regulation of health care
service plans by the Department of Managed Health Care, and makes
a willful violation of the provisions governing plans a crime. Existing
law also provides for the licensure and regulation of health insurers
by the Department of Insurance.

Existing law prohibits a health care service plan or health insurer
providing coverage under an individual plan contract or individual
insurer benefit plan from declining to offer coverage to, or denying
enrollment of, a federally eligible defined individual with specified
prior creditable coverage, or imposing any preexisting condition
exclusion with respect to the coverage. Existing law requires health
care service plans and health insurers to offer continuation health
benefit coverage under its standard benefit plan to specified
individuals who are without that coverage.
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The bill would include as prior creditable coverage past coverage
issued to a person as a federally eligible defined individual. The bill
would prohibit a health care service plan or health insurer from
rejecting an application for continuation coverage under its standard
benefit plan from an individual who has been enrolled in a standard
benefit plan for at least 12 months and wishes to enroll in a different
standard benefit plan.

This bill would require that health care service plans and health
insurers fairly and affirmatively offer, market, and sell all contracts to
individuals in each of the plan’s service area. The bill would prohibit
a plan or insurer from rejecting an application where an individual
agrees to make the required premium payments and the individual and
their covered dependants work or reside in the applicable service
area. The bill would prohibit establishing rules for eligibility under
these provisions based on specified health status-related factors.

Because a willful violation of the provisions related to health care
service plans would be a crime, the bill would impose a
state-mandated local program.

The California Constitution requires the state to reimburse local
agencies and school districts for certain costs mandated by the state.
Statutory provisions establish procedures for making that
reimbursement.

This bill would provide that no reimbursement is required by this
act for a specified reason.

AV L
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aetfor-a-speetftedreasomn:
Vote: majority. Appropriation: no. Fiscal committee: yes.
State-mandated local program: yes.

The people of the State of California do enact as follows:

SECTION 1. Article 3.12 (commencing with Section 1357.40)
is added to Chapter 2.2 of Division 2 of the Health and Safety
Code, to read:

Article 3.12. Individual Health Coverage Market Reform

1357.40. (a) This section shall apply to coverage for
individuals who have maintained continuous coverage in the
individual market for at least two consecutive years and who
apply for coverage within 63 days of any termination of coverage
when that termination is not based on fraud or nonpayment of
premiums. Upon the effective date of this article, a plan shall
fairly and affirmatively offer, market, and sell all of the plan’s
health care service plan contracts that are sold to individuals in
each service area in which the plan provides or arranges for the
provision of health care services. Each plan shall make available
to each individual all individual health care service plan
contracts that the plan offers and sells to individuals in this state.

(b) The plan may not reject an application from an individual
for a health care service plan contract if the individual agrees to
make the required premium payments and the individuals and
their dependents who are to be covered by the plan contract work
or reside in the service area in which the plan provides or
otherwise arranges for the provision of health care services.
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(c) No policy or contract that covers an individual may
establish rules for eligibility, including continued eligibility, of
any individual, or dependent of an individual, to enroll under the
terms of the plan based on any of the following health
status-related factors:

(1) Health status.

(2) Medical condition, including physical and mental illnesses.

(3) Claims experience.

(4) Receipt of health care.

(5) Medical history.

(6) Genetic information.

(7) Evidence of insurability, including conditions arising out
of acts of domestic violence.

(8) Disability.

SEC. 2. Section 1373.62 of the Health and Safety Code is
amended to read:

1373.62. (a) (1) This section shall apply only to a health
care service plan offering hospital, medical, or surgical benefits
in the individual market in California and shall not apply to a
specialized health care service plan, a health care service plan
contract in the Medi-Cal program (Chapter 7 (commencing with
Section 14000) of Part 3 of Division 9 of the Welfare and
Institutions Code), a health care service plan conversion contract
offered pursuant to Section 1373.6, or a health care service plan
contract in the Healthy Families Program (Part 6.2 (commencing
with Section 12693) of Division 2 of the Insurance Code).

(2) A local initiative, as defined in subdivision (v) of Section
53810 of Title 22 of the California Code of Regulations, that is
awarded a contract by the State Department of Health Services
pursuant to subdivision (b) of Section 53800 of Title 22 of the
California Code of Regulations shall not be subject to the
requirements of this section.

(b) For the purposes of this section, “program” means the
California Major Risk Medical Insurance Program (Part 6.5
(commencing with Section 12700) of Division 2 of the Insurance
Code).

(c) (1) Each health care service plan subject to this section
shall offer a standard benefit plan. The calendar year limit on
benefits under the plan shall be at least two hundred thousand
dollars ($200,000), and the lifetime maximum benefit under the
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plan shall be at least seven hundred fifty thousand dollars
($750,000). No health care service plan is required to provide
calendar year benefits or a lifetime maximum benefit under the
plan that exceed these limits. In calculating the calendar year and
lifetime maximum benefits for any person receiving coverage
through a standard benefit plan, the health care service plan shall
not include any health care benefits or services that person
received while enrolled in the program.

(2) The standard benefit plan of a health care service plan
participating in the program shall be the same benefit design it
offers through the program, except for the annual limit required
under paragraph (1). If the health care service plan offers more
than one benefit design in the program, it shall offer only one of
those benefit designs as its standard benefit plan.

(3) (A) The standard benefit plan of a health care service
plan that is not a participating health plan within the program
shall be any one benefit design that is offered through the
program by a health care service plan participating in the
program, except for the annual limit required under paragraph
(1).

(B) A health care service plan that is not a participating health
plan in the program that is under common ownership with, is
affiliated with, or files consolidated income tax returns with, a
health insurer that is also an insurer in the individual market may
satisfy the requirements of this section and Section 10127.15 of
the Insurance Code if either the plan or insurer offers a standard
benefit plan.

(C) A health care service plan that is not a participating health
plan in the program that is under common ownership with, is
affiliated with, or files consolidated income tax returns with, a
health insurer that is in the individual market and that is a
participating health plan in the program is exempt from the
provisions of this section if the insurer meets the requirements of
Section 10127.15 of the Insurance Code in offering a standard
benefit plan.

(d) (1) A health care service plan may not reject an
application for coverage under its standard benefit plan for an
individual who meets any of the following criteria:

(A) Applies for coverage within 63 days of the termination
date of his or her previous coverage under the program if the
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individual has had continuous coverage under the program for a
period of 36 consecutive months.

(B) Has been enrolled in a standard benefit plan, moves to an
area within the state that is not in the service area of the health
care service plan or health insurer he or she has chosen, and
applies for coverage within 63 days of the termination date of his
or her previous coverage.

(C) Has been enrolled in standard benefit plan that is no
longer available where he or she resides, and applies for coverage
within 63 days of the termination date of his or her previous
coverage.

(D) Has been enrolled in a standard benefit plan for at least
twelve months and wishes to enroll in a different standard benefit
plan.

(2) Notwithstanding any other provision of this section, a
health care service plan is not required by this section to accept
an application for coverage under its standard benefit plan for
any individual who is eligible for Part A and Part B of Medicare
at the time of application and who is not on Medicare solely
because of end-stage renal disease.

(¢) The amount paid by an individual for the standard benefit
plan shall be 110 percent of the contribution the individual would
pay in the program for the benefit design providing the same
coverage, using the same methodology in effect on July 1, 2002,
for calculating the rates in the program. If a health care service
plan offers calendar year and lifetime maximum benefits in its
standard benefit plan that exceed those in the benefit design
offered through the program, it may not increase the amount paid
by the individual for the standard benefit plan. The limitation on
the amount paid by an individual pursuant to this section for a
standard benefit plan shall not apply to any individual who is
eligible for Part A and Part B of Medicare and who is not on
Medicare solely because of end-stage renal disease.

(f) (1) Prior to offering a health benefit plan contract
pursuant to this section, every health care service plan shall file a
notice of material modification pursuant to Section 1352. Prior to
renewing the contract, the plan shall file an amendment or a
notice of material modification, as appropriate, pursuant to
Section 1352.
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(2) Prior to making any changes in the premium charged for
its standard benefit plan, the health care service plan shall file an
amendment in accordance with the provisions of Section 1352
and shall include a statement certifying the plan is in compliance
with subdivision (e).

(3) All other changes to a plan contract that was previously
filed with the director shall be filed as an amendment in
accordance with the provisions of Section 1352, unless the
change otherwise would require the filing of a material
modification.

(g) (1) Each health care service plan shall report to the
Managed Risk Medical Insurance Board the amount it has
expended for health care services for individuals covered under a
standard benefit plan under this section and the total amount of
individual payments it has charged individuals for the standard
benefit plan. The board shall establish by regulation the format
for these reports. The report shall be prepared for each of the
following reporting periods and shall be submitted within 12
months of the final date of the reporting period:

(A) September 1, 2003, to December 31, 2003, inclusive.

(B) January 1, 2004, to December 31, 2004, inclusive.

(C) January 1, 2005, to December 31, 2005, inclusive.

(D) January 1, 2006, to December 31, 2006, inclusive.

(E) January 1, 2007, to August 30, 2007, inclusive.

(2) “Health care services” means the aggregate health care
expenses paid by the health care service plan or insurer during
the reporting period plus the aggregate value of the standard
monthly administrative fee. Health care expenses do not include
costs that have been incurred but not reported by the health care
service plan. The calculation of health care expenses shall be
consistent with the methodology used on July 1, 2002, to
calculate such expenses for participating health plans in the
program. The “standard monthly administrative fee” is the
average monthly, per person administrative fee paid by the
program to participating health plans during the reporting period.

(3) The “total amount of individual payments” is the
aggregate of the monthly individual payments charged by the
health care service plan during the reporting period. The
calculation of the total amount of individual payments charged
shall be consistent with the methodology used on July 1, 2002, to
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calculate subscriber contributions in the program. The Managed
Risk Medical Insurance Board shall by regulation establish the
format for submitting documentation of the individual payments.

(4) The Managed Risk Medical Insurance Board may verify
the health care expenses incurred by a health care service plan
and the individual payments received by the plan. The
verification shall include assurance that the individual was
enrolled in the standard benefit plan during the reporting period
in which the health care service plan paid health care expenses on
the individual’s behalf, and that the expenses reported are
consistent with the standard benefit plan.

(h) (1) The program shall pay each health care service plan
an amount that is equal to one-half of the difference between the
total aggregate amount the health care service plan expended for
health care services for individuals covered under a standard
benefit plan who have had 36 consecutive months of coverage
under the program and the total aggregate amount of individual
payments charged to those individuals who have had continuous
coverage under the program for a period of 36 consecutive
months. For purposes of determining the amount the program
shall pay each health care service plan, the total aggregate
amount the health care service plan expended and the total
aggregate amount of individual payments shall not include
amounts paid by or on behalf of an individual who is eligible for
Medicare Part A and Medicare Part B and who is not on
Medicare solely because of end-stage renal disease. The program
shall make this payment from the Major Risk Medical Insurance
Fund or from any funds appropriated in the annual Budget Act or
by another statute to the program for the purposes of this section.
The state shall not be liable for any amount in excess of the
moneys in the Major Risk Medical Insurance Fund or other funds
that were appropriated for the purposes of this section. If the state
fails to expend, pursuant to this section, sufficient funds for the
state’s contribution amount to any health care service plan, the
health care service plan may increase the monthly payments that
individuals are required to pay for any standard benefit plan to
the amount that the Managed Risk Medical Insurance Board
would charge without a state subsidy for the same plan issued to
the same individual within the program.
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(2) The Managed Risk Medical Insurance Board shall make a
biannual interim payment to each health care service plan
providing coverage pursuant to this section. For the first two
reporting periods described in this section, biannual interim
payments shall be calculated for each individual as the product of
the average premium in the program for the period of time the
individual was enrolled during that reporting period and one-half
of the difference between the program’s prior calendar year loss
ratio and 110 percent. For subsequent reporting periods, the
Managed Risk Medical Insurance Board may, by regulation,
adopt for each health care service plan a specific method for
calculating biannual interim payments based on the plan’s actual
experience in providing the benefits described in this section.
Each health care service plan shall submit a six-month interim
report of monthly individual enrollment in its standard benefit
plan. The Managed Risk Medical Insurance Board shall make an
interim payment to each health care service plan pursuant to this
section no later than 45 days after the receipt of the plan’s
enrollment reports. Final payment by the board or refund from
the health care service plan shall be made upon the completion of
verification activities conducted pursuant to this section.

(1) The provisions of this section constitute a pilot program
that shall terminate on September 1, 2007.

(j) This section shall become operative on September 1, 2003,
and shall become inoperative on September 1, 2007. As of
January 1, 2008, this section is repealed, unless a later enacted
statute, that becomes operative on or before January 1, 2008,
deletes or extends the dates on which this section becomes
inoperative and is repealed.

SEC. 3. Section 1399.801 of the Health and Safety Code is
amended to read.:

1399.801. As used in this article:

(a) “Creditable coverage” means:

(1) Any individual or group policy, contract, or program that
is written or administered by a disability insurer, health care
service plan, fraternal benefits society, self-insured employer
plan, or any other entity, in this state or elsewhere, and that
arranges or provides medical, hospital, and surgical coverage not
designed to supplement other plans. The term includes
continuation or conversion coverage but does not include
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accident only, credit, disability income, Medicare supplement,
long-term care, dental, vision, coverage issued as a supplement to
liability insurance, insurance arising out of a workers’
compensation or similar law, automobile medical payment
insurance, or insurance under which benefits are payable with or
without regard to fault and that is statutorily required to be
contained in any liability insurance policy or equivalent
self-insurance.

(2) The federal Medicare program pursuant to Title XVIII of
the Social Security Act.

(3) The medicaid program pursuant to Title XIX of the Social
Security Act.

(4) Any other publicly sponsored program, provided in this
state or elsewhere, of medical, hospital, and surgical care.

(5) 10 U.S.C.A. Chapter 55 (commencing with Section 1071)
(CHAMPUYS).

(6) A medical care program of the Indian Health Service or of
a tribal organization.

(7) A state health benefits risk pool.

(8) A health plan offered under 5 U.S.C.A. Chapter 89
(commencing with Section 8901) (FEHBP).

(9) A public health plan as defined in federal regulations
authorized by Section 2701(c)(1)( /) of the Public Health Service
Act, as amended by Public Law 104-191, the Health Insurance
Portability and Accountability Act of 1996.

(10) A health benefit plan under 22 U.S.C.A. 2504(e) of the
Peace Corps Act.

(b) “Dependent” means the spouse or child of an eligible
individual or other individual applying for coverage, subject to
applicable terms of the health care plan contract covering the
eligible person.

(c) “Federally eligible defined individual” means an
individual who as of the date on which the individual seeks
coverage under this part, (1) has 18 or more months of creditable
coverage, and whose most recent prior creditable coverage was
coverage issued pursuant to Section 1399.804 or pursuant to
Section 10901.2 of the Insurance Code, or coverage under a
group health plan, a federal governmental plan maintained for
federal employees, or a governmental plan or church plan as
defined in the federal Employee Retirement Income Security Act
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of 1974 (29 U.S.C. Sec. 1002), (2) is not eligible for coverage
under a group health plan, Medicare, or Medi-Cal, and has no
other health insurance coverage, (3) was not terminated from his
or her most recent creditable coverage due to nonpayment of
premiums or fraud, and (4) if offered continuation coverage
under COBRA or Cal-COBRA, had elected and exhausted this
coverage.

(d) “In force business” means an existing health benefit plan
contract issued by the plan to a federally eligible defined
individual.

(e) “New business” means a health care service plan contract
issued to an eligible individual that is not the plan’s in force
business.

(f) “Preexisting condition provision” means a contract
provision that excludes coverage for charges and expenses
incurred during a specified period following the -eligible
individual’s effective date, as to a condition for which medical
advice, diagnosis, and care of treatment was recommended or
received during a specified period immediately preceding the
effective date of coverage.

SEC. 4. Section 10127.15 of the Insurance Code, as added by
Section 10 of Chapter 794 of the Statutes of 2002, is amended to
read:

10127.15. (a) (1) This section shall apply only to a health
insurer offering hospital, medical, or surgical benefits in the
individual market in California and shall not apply to
accident-only, specified disease, long-term care, CHAMPUS
supplement, hospital indemnity, Medicare supplement,
dental-only, or vision-only insurance policies or a health
insurance conversion policy issued pursuant to Part 6.1
(commencing with Section 12670) of the Insurance Code.

(2) A local initiative, as defined in subdivision (v) of Section
53810 of Title 22 of the California Code of Regulations, that is
awarded a contract by the State Department of Health Services
pursuant to subdivision (b) of Section 53800 of Title 22 of the
California Code of Regulations shall not be subject to the
requirements of this section.

(b) For the purposes of this section, “program” means the
California Major Risk Medical Insurance Program (Part 6.5
(commencing with Section 12700)).
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(c) (1) Each health insurer subject to this section shall offer a
standard benefit plan. The calendar year limit on benefits under
the plan shall be at least two hundred thousand dollars
($200,000), and the lifetime maximum benefit under the plan
shall be at least seven hundred fifty thousand dollars ($750,000).
No health insurer is required to provide calendar year benefits or
a lifetime maximum benefit under the plan that exceed these
limits. In calculating the calendar year and lifetime maximum
benefits for any person receiving coverage through a standard
benefit plan, the health insurer shall not include any health care
benefits or services that person received while enrolled in the
program.

(2) The standard benefit plan of a health insurer participating
in the program shall be the same benefit design it offers through
the program, except for the annual limit required under paragraph
(1). If the health insurer offers more than one benefit design in
the program, it shall offer only one of those benefit designs as its
standard benefit plan.

(3) (A) The standard benefit plan of a health insurer that is not
a participating health plan within the program shall be any one
benefit design that is offered through the program by a health
care service plan participating in the program except for the
annual limit required under paragraph (1).

(B) A health insurer that is not a participating health plan
within the program that is under common ownership with, is
affiliated with, or files consolidated income tax returns with, a
health care service plan that is in the individual market, may
satisfy the requirements of this section and Section 1373.62 of
the Health and Safety Code if either the plan or insurer offers a
standard benefit plan.

(C) A health insurer that is not a participating health plan in
the program that is under common ownership with, is affiliated
with, or files consolidated income tax returns with a health care
service plan that is in the individual market and that is a
participating health plan in the program is exempt from the
provisions of this section if the plan meets the requirements of
Section 1373.62 of the Health and Safety Code in offering a
standard benefit plan.
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(d) (1) A health insurer may not reject an application for
coverage under its standard benefit plan for an individual who
meets any of the following criteria:

(A) Applies for coverage within 63 days of the termination
date of his or her previous coverage under the program if the
individual has had continuous coverage under the program for a
period of 36 consecutive months.

(B) Has been enrolled in a standard benefit plan, moves to an
area within the state that is not in the service area of the health
care service plan or health insurer he or she has chosen, and
applies for coverage within 63 days of the termination date of his
or her previous coverage.

(C) Has been enrolled in standard benefit plan that is no longer
available where he or she resides, and applies for coverage within
63 days of the termination date of his or her previous coverage.

(D) Has been enrolled in a standard benefit plan for at least
twelve months and wishes to enroll in a different standard benefit
plan.

(2) Notwithstanding any other provision of this section, a
health insurer is not required by this section to accept an
application for coverage under its standard benefit plan for any
individual who is eligible for Part A and Part B of Medicare at
the time of application and who is not on Medicare.

(¢) The amount paid by an insured for the standard benefit
plan shall be 110 percent of the contribution the insured would
pay in the program for the benefit design providing the same
coverage, using the same methodology in effect on July 1, 2002,
for calculating the rates in the program. If a health insurer offers
calendar year and lifetime maximum benefits in its standard
benefit plan that exceed those in the benefit design offered
through the program, it may not increase the amount paid by the
insured for the standard benefit plan. The limitation on the
amount paid by an individual pursuant to this section for a
standard benefit plan shall not apply to any individual who is
eligible for Part A and Part B of Medicare and who is not on
Medicare solely because of end-stage renal disease.

(f) (1) Prior to offering a health insurance policy pursuant to
this section, every insurer shall file a notice of any changes
pursuant to Section 10290 and to Section 2202 of Title 10 of the
California Code of Regulations. Prior to renewing a policy, the
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insurer shall file an amendment or notice of any changes, as
appropriate, pursuant to Section 10290 and to Section 2202 of
Title 10 of the California Code of Regulations.

(2) Prior to making any changes in the premium charged for
its standard benefit policy, the insurer shall file an amendment in
accordance with the provisions of Section 10290 and of Section
2202 of Title 10 of the California Code of Regulations.

(3) All other changes to an insurance policy that were
previously filed with the commissioner shall be filed as
amendments in accordance with the provisions of Section 10290
and of Section 2202 of Title 10 of the California Code of
Regulations.

(g) (1) Each health insurer shall report to the Managed Risk
Medical Insurance Board the amount it has expended for health
care services for individuals covered under a standard benefit
plan under this section and the total amount of insured payments
it has charged individuals for the standard benefit plan. The
board shall establish by regulation the format for these reports.
The report shall be prepared for each of the following reporting
periods and shall be submitted within 12 months of the final date
of the reporting period:

(A) September 1, 2003, to December 31, 2003, inclusive.

(B) January 1, 2004, to December 31, 2004, inclusive.

(C) January 1, 2005, to December 31, 2005, inclusive.

(D) January 1, 2006, to December 31, 2006, inclusive.

(E) January 1, 2007, to August 30, 2007, inclusive.

(2) “Health care services” means the aggregate health care
expenses paid by the health insurer during the reporting period
plus the aggregate value of the standard monthly administrative
fee. Health care expenses do not include costs that have been
incurred but not reported by the health insurer. The calculation of
health care expenses shall be consistent with the methodology
used on July 1, 2002, to calculate such expenses for participating
health insurers in the program. The “standard monthly
administrative fee” 1is the average monthly, per person
administrative fee paid by the program to participating health
insurers during the reporting period.

(3) The “total amount of insured payments” is the aggregate of
the monthly insured payments charged by the health insurer
during the reporting period. The calculation of the total amount
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of insured payments charged shall be consistent with the
methodology used on July 1, 2002, to calculate subscriber
contributions in the program. The Managed Risk Medical
Insurance Board shall by regulation establish the format for
submitting documentation of insured payments.

(4) The Managed Risk Medical Insurance Board may verify
the health care expenses incurred by a health insurer and the
insured payments received by the insurer. The verification shall
include assurance that the insured was covered in the standard
benefit plan during the reporting period in which the health
insurer paid health care expenses on the insured’s behalf, and that
the expenses reported are consistent with the standard benefit
plan.

(h) (1) The program shall pay each health insurer an amount
that is equal to one-half of the difference between the total
aggregate amount the health insurer expended for health care
services for individuals covered under a standard benefit plan
who have had 36 months of continuous coverage under the
program and the total aggregate amount of insured payments
charged to those individuals who have had continuous coverage
under the program for a period of 36 consecutive months. For
purposes of determining the amount the program shall pay each
health insurer, the total aggregate amount the health insurer
expended and the total aggregate amount of individual payments
shall not include amounts paid by or on behalf of an individual
who is eligible for Medicare Part A and Medicare Part B and
who is not on Medicare solely because of end-stage renal disease.
The program shall make this payment from the Major Risk
Medical Insurance Fund or from any funds appropriated in the
annual Budget Act or by another statute to the program for the
purposes of this section. The state shall not be liable for any
amount in excess of the Major Risk Medical Insurance Fund or
other funds that were appropriated for the purposes of this
section. If the state fails to expend, pursuant to this section,
sufficient funds for the state’s contribution amount to any health
insurer, the health insurer may increase the monthly payments
that its insureds are required to pay for any standard benefit plan
to the amount that the Managed Risk Medical Insurance Board
would charge without a state subsidy for the same plan issued to
the same individual within the program.
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(2) The Managed Risk Medical Insurance Board shall make a
biannual interim payment to each health insurer providing
coverage pursuant to this section. For the first two reporting
periods described in this section, biannual interim payments shall
be calculated for each insured as the product of the average
premium in the program for that period of time the individual
was covered during the reporting period and one-half of the
difference between the program’s prior calendar year loss ratio
and 110 percent. For subsequent reporting periods, the Managed
Risk Medical Insurance Board may, by regulation, adopt for each
health insurer a specific method for calculating biannual interim
payments based on the insurer’s actual experience in providing
the benefits described in this section. Each health insurer shall
submit a six-month interim report of monthly insured enrollment
in its standard benefit plan. The Managed Risk Medical
Insurance Board shall make an interim payment to each health
insurer pursuant to this section no later than 45 days after receipt
of the insurer’s coverage reports. Final payment by the board or
refund from the insurer shall be made upon the completion of
verification activities conducted pursuant to this section.

(1) The provisions of this section constitute a pilot program
that shall terminate on September 1, 2007.

(j) This section shall become operative on September 1, 2003,
and shall become inoperative on September 1, 2007. As of
January 1, 2008, this section is repealed, unless a later enacted
statute, that becomes operative on or before January 1, 2008,
deletes or extends the date on which the section becomes
inoperative and is repealed.

SEC. 5. Section 10900 of the Insurance Code is amended to
read:

10900. As used in this chapter:

(a) “Benefit plan design” means a specific health coverage
policy issued by a carrier to individuals, to trustees of
associations that cover individuals. It includes services covered
and the levels of copayment and deductibles, and it may include
the professional providers who are to provide those services and
the sites where those services are to be provided. A benefit plan
design may also be an integrated system for the financing and
delivery of quality health services that has significant incentives
for the covered individuals to use the system.

98



O 001N N B~ W —

—17 — AB 1111

(b) “Carrier” means any disability insurance company or any
other entity that writes, issues, or administers health benefit
plans, as defined in subdivision (a) of Section 10198.6, that cover
individuals, regardless of the situs of the contract or master
policyholder.

(c) “Creditable coverage” means:

(1) Any individual or group policy, contract, or program that is
written or administered by a disability insurer, health care service
plan, fraternal benefits society, self-insured employer plan, or
any other entity, in this state or elsewhere, and that arranges or
provides medical, hospital, and surgical coverage not designed to
supplement other plans. The term includes continuation or
conversion coverage but does not include accident only, credit,
disability income, Champus supplement, Medicare supplement,
long-term care, dental, vision, coverage issued as a supplement to
liability insurance, insurance arising out of a workers’
compensation or similar law, automobile medical payment
insurance, or insurance under which benefits are payable with or
without regard to fault and that is statutorily required to be
contained in any liability insurance policy or equivalent
self-insurance.

(2) The federal Medicare program pursuant to Title XVIII of
the Social Security Act.

(3) The medicaid program pursuant to Title XIX of the Social
Security Act.

(4) Any other publicly sponsored program, provided in this
state or elsewhere, of medical, hospital, and surgical care.

(5) 10 U.S.C.A. Chapter 55 (commencing with Section 1071)
(CHAMPUY).

(6) A medical care program of the Indian Health Service or of
a tribal organization.

(7) A state health benefits risk pool.

(8) A health plan offered under 5 U.S.C.A. Chapter 89
(commencing with Section 8901) (FEHBP).

(9) A public health plan as defined in federal regulations
authorized by Section 2701(c)(1)(/) of the Public Health Service
Act, as amended by Public Law 104-191.

(10) A health benefit plan under Section 5(e) of the Peace
Corps Act (22 U.S.C.A. 2504(e)).
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(d) “Dependent” means the spouse or child of an eligible
individual or other individual applying for coverage, subject to
applicable terms of the health benefit plan covering the eligible
person.

(e) “Federally eligible defined individual” means an individual
who as of the date on which the individual seeks coverage under
this part, (1) has 18 or more months of creditable coverage, and
whose most recent prior creditable coverage was coverage issued
pursuant to Section 10901.2 or pursuant to Section 1399.804 of
the Health and Safety Code, or coverage under a group health
plan, a federal governmental plan maintained for federal
employees, or a governmental plan or church plan as defined in
the federal Employee Retirement Income Security Act of 1974
(29 U.S.C. Sec. 1002), (2) is not eligible for coverage under an
employer-sponsored health benefit plan, Medicare, or Medi-Cal,
and has no other health insurance coverage, (3) was not
terminated from his or her most recent creditable coverage due to
nonpayment of premiums or fraud, and (4) if offered
continuation coverage under COBRA or Cal-COBRA, had
elected and exhausted such coverage.

(f) “In force business” means an existing health benefit plan
issued by a carrier to a federally eligible defined individual.

(g) “New business” means a health benefit plan issued to an
eligible individual that is not the carrier’s in force business.

(h) “Preexisting condition provision” means a policy provision
that excludes coverage for charges and expenses incurred during
a specified period following the eligible individual’s effective
date, as to a condition for which medical advice, diagnosis, care,
or treatment was recommended or received during a specified
period immediately preceding the effective date of coverage.

SEC. 6. Section 10901.5 is added to the Insurance Code, to
read:

10901.5. (a) This section shall apply to coverage for
individuals who have maintained continuous coverage in the
individual market for at least two consecutive years and who
apply for coverage within 63 days of any termination of coverage
when that termination is not based on fraud or nonpayment of
premiums. Upon the effective date of this article, a health insurer
shall fairly and affirmatively offer, market, and sell all of the

insurer’s policies that are sold to individuals in each service
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area in which the insurer provides benefits and shall make
available to each individual all individual policies that the plan
offers and sells to individuals in this state.

(b) The insurer may not reject an application from an
individual for an individual policy if the individual agrees to
make the required premium payments and the individuals and
their dependents who are to be covered by the policy work or
reside in the service area in which the policy provides benefits.

(c) No policy or contract that covers an individual may
establish rules for eligibility, including continued eligibility, of
any individual, or dependent of an individual, to enroll under the
terms of the plan based on any of the following health
status-related factors:

(1) Health status.

(2) Medical condition, including physical and mental illnesses.

(3) Claims experience.

(4) Receipt of health care.

(5) Medical history.

(6) Genetic information.

(7) Evidence of insurability, including conditions arising out
of acts of domestic violence.

(8) Disability.

SEC. 7. No reimbursement is required by this act pursuant to
Section 6 of Article XIII B of the California Constitution because
the only costs that may be incurred by a local agency or school
district will be incurred because this act creates a new crime or
infraction, eliminates a crime or infraction, or changes the
penalty for a crime or infraction, within the meaning of Section
17556 of the Government Code, or changes the definition of a
crime within the meaning of Section 6 of Article XIII B of the
California Constitution.
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